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Abstract 
Target costing is one of the most effective methods in cost management. As a useful and efficient management tool, it has a 
comprehensive approach for managing costs, reducing prime cost of products in the initial stage of product planning and design, 
and achieving long-term profit. The present study attempts to investigate the use of target costing and its implementation method 
in Iran. For this purpose, the study has been conducted through the methods of field and library studies. The results suggest that 
identifying competitive price and customers’ needs, entering the global competition, reducing prime cost of products, motivation 
and teamwork of the staff, using value engineering and activity-based costing are necessary for the successful implementation of 
target costing. 
© 2015 The Authors. Published by Elsevier B.V. 
Peer-review under responsibility of SCIJOUR-Scientific Journals Publisher. 
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1. Introduction 
Today, due to the globalization of markets and the increasing development of issues concerning World Trade 
Organization and the gradual involvement of countries in this organization and their entrance into the World Trade 
market, the need for considering new techniques of cost management is felt more than ever. Countries that are willing 
to join this organization have to work in this competitive environment and in order to survive in such environments, 
they have to seek those mechanisms and tools that contribute to their economic survival in the global competitive 
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market and those that prepare them enough before entering the comprehensive competition. In this regard, cost 
management can play an important role. 
One of the most important techniques of cost management effective in this regard is target costing system. Target 
costing is a strategic issue in cost management which primarily focuses on cost management and on the future profit 
planning. Target costing maximizes the control over costs, increases profits and reduces costs of the product life cycle 
and allows companies to clarify the purpose of cost reduction practically, realistically and objectively. In addition to 
introducing target costing, the present study investigates the history, utility and purposes, its difference with the 
traditional approach of cost management, the advantages and disadvantages as well as its relationship with the 
customer-orientation, teamwork, its method of implementation in Iran according to the findings of the published 
researches. 
2. Review of Literature 
Jalali Naini et al., (2010) in an article investigated target costing and cost management strategy in automotive 
manufacturing companies. They found out that the successful implementation of target costing in automotive 
manufacturing companies entails the maintenance of the quality and efficacy of their products and paying special 
attention to this useful issue in reduction of their product price so that they can increase their share and profitability 
in the market by making their products competitive. Moreover, in addition to protecting the interests of the owners of 
automotive industries, target costing brings about customer satisfaction and the development of quality. 
Ashaghi (2008) in a study examined target costing with a systematic approach in the cost management. The findings 
suggest that customer and cost play an important role in target costing and that the companies that produce products 
with long cycle and large investments often use this system because their costs are reduced and they can obtain the 
prime cost by subtracting target profit margin from the sales price by determining the appropriate sales price, product 
functions and their desired quality. 
In a study, Dastgir and Arab Yarmohammadi (2005) investigated the barriers to applying target costing system in 
the companies listed in Tehran Stock Exchange. This study seeks to respond to this question: “Given the importance 
of target costing system and its role in the long-term profitability of a company, what obstacles make the 
implementation of this system difficult?” For this purpose, five hypotheses have been used and the results suggest that 
as long as countries have exclusive market, they are not willing to use target costing. 
Afonso et al., (2008) in an article examined the impact of time-to-market and target costing on the success of new 
product development. Their findings indicate that companies can make a profit by using target costing and reducing 
the time of supplying the products to competitive markets and the companies that can create a time cycle with low 
cost and high quality by reducing new product development are more successful. 
Ellram (2002) in study investigated the involvement of supply management in target costing process. The results 
suggest that supply management plays a significant role throughout the process of target costing, especially in the 
early stages when the component level of target costing is developing and when the activities/changes are taking place 
to achieve the target costing. 
3. Research Methodology  
The present study has been conducted by descriptive method and through library studies. Library information 
including books, internal and external journals and searching the databases and also using the experiences of other 
researchers (studying articles and theses) helped achieving the theoretical foundations and review of literature. 
4. Theoretical Foundations of Target Costing 
Target costing is a strategic process in the management of a product prime cost to reduce costs which is 
implemented at the beginning of the product life cycle (early stage of planning and design) to maximize the 
profitability of products. There are various definitions of target costing, most of which indicate that target costing is a 
process used in a competitive market to minimize prime costs and achieve the desired profit margin. In a more general 
definition, it can be said that target costing is a systematic approach to determine at what expense a desired product 
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with a specific quality and functionality is to be produced so that the expected profit be made from the forecasted sales 
price. (Jalali Naini et al., 2010). 
The main purpose of target costing is to estimate the product cost based on which a company achieves a target 
income after product sales. Target costing is an approach to achieve the product cost when the price is determined 
based on competition. In fact, target costing in intense competitive conditions is a useful and efficient tool in order to 
achieve goals. It is also a systematic and organized process which starts from the stage of product planning (design) 
to reduce the prime cost of a product and make more profit. Therefore, target costing should be a systematic process 
in order to be effective. 
In order to survive in competitive conditions, companies should be skilled in developing their products. As a result, 
the quality and functionality of products is in accordance with customer demand and they provide customer 
satisfaction and at the same time they obtain their desired rate of return for the company and become profitable. What 
is important in target costing is the product design which first meets customer needs and secondly helps the company 
achieve its goals. Target costing is based on price and puts a special emphasis on customer .It also emphasizes that in 
order to gain customer satisfaction, a product with low cost and high quality is to be produced and this will not be 
achieved unless through the concentration and participation of all departments of a company specially the specialized 
sectors, motivating staff and monitoring and controlling the costs before occurrence. Target costing can help a 
company simultaneously achieve two dimensions of quality, cost and time.  
The application of target costing technique requires some preconditions including the existence of a strong unit of 
market research, appropriate research center of development with expert and creative staff and senior management 
support. In fact, target costing is a method for the exact calculation of costs. 
4.1. The Main Principles of Target Costing 
x Market-based pricing 
x Concentration on customer (customer orientation) 
x Concentration on the design process 
x Cooperation among the specialized sectors of the system 
x Orientation within the framework of product life cycle 
x Participation in the value chain 
4.1.1. Market-based pricing 
Target costing system conducts costing based on the estimation of a product price in the market and determining 
the expected profit and subtracting these two values from one another. To put it more simply, it estimates the range 
of legal cost for achieving the decided profit based on market price. Target costing is calculated using in equation 1.  
 
ܶܽݎ݃݁ݐܿ݋ݏݐ݅݊݃ ൌ ݉ܽݎ݇݁ݐ݌ݎ݅ܿ݁ െ ݐܽݎ݃݁ݐ݌ݎ݋݂݅ݐ  
            (1)  
4.1.2. Customer orientation 
Considering customer needs and enhancing product functions, increasing reliability and the lack of delay in offering 
them to the market and taking into account the condition of a company in terms of competitiveness are necessary. 
Customer expectations on quality, cost and time must be considered simultaneously in the product. As a result, 
customer satisfaction is gained, the customer is satisfied with the price he/she has paid and market share or sales 
amount of the company increases. 
4.1.3. Concentration on design process 
Target costing system considers products design and processes as a major factor in cost management. In target 
costing, a lot of time is spent on the design phase and by eliminating the costly and time-consuming changes, time-to-
market reduces. Four minor principals that influence this approach include: 
A) Costs should be monitored and controlled before their occurrence. B) This approach causes the participation of 
engineers in the examination of costs that affect the product and in the process of design technology. C) It leads to the 
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participation of all specialized sectors in the investigation of designs. D) It encourages and prefers engineering both 
in products and processes rather than the traditional design process. 
4.1.4. Cooperation among specialized sectors of the system 
Another factor influencing the success of target costing is the cooperation among specialized sectors of the system. 
Multitask teams, focusing the efforts of all relevant departments, motivating all employees and production and process 
take the full responsibility of the product from the early stage of design to the prime production which cause the time-
to-market. 
4.1.5. Orientation within the framework of product life cycle 
The interval between the design stage to supplying new products to the market that product and production stoppage 
due to lack of demand in that market is the product life cycle. The main purpose of target costing is the investigation 
of all the costs associated with a product throughout its life cycle. 
4.1.6. Participation in the value chain 
The ultimate goal of any organization or enterprise is to create value for customers. An organization will be 
profitable when the created value is greater than the costs of production and service supply. 
5. Target Costing compared with the traditional method of cost management  
The difference between target costing and traditional method of cost management represented in Table 1. 
   Table 1. The difference between target costing and traditional method of cost management 
Row Traditional Method of Cost Management Target Costing 
1 Market price is not considered as a part of prime cost planning  Competitive price is considered as a part of prime cost 
planning. 
2 Costs determine sales price. It is sales price that determine costs. 
3 Losses and inefficiency are taken into consideration in order to 
reduce costs. 
Design is an important factor in reducing costs. 
4 Customers are not involved in cost reduction Customer data is considered as a guide for cost reduction. 
5 Teamwork and multiple skills are not taken into account. Teamwork and multiple skills are taken into account. 
6 Prime cost and some proportion of profit stem from closed 
system.  
It is an open system and takes into consideration the 
interactive function or the external effect of variables on the 
system  
7 Suppliers of material and equipment are involved after 
designing the product. 
Suppliers of material and equipment are involved before 
designing the product. 
8 It does not use value engineering. Value engineering is used as a prerequisite in this system. 
6. Problems of Target Costing in Iran 
As previously stated, target costing is used in a competitive environment and the existence of a competitive market 
for achieving the correct price is essential to achieve the target profit. Iran's economic situation is such that planning 
the future products is not possible. Moreover, customer-oriented mindset is not common and lack of teamwork and 
lack of use and attention to multiple skills, lack of proper utilization of prime cost system and lack of utilization of 
value engineering and activity-based costing are some of the main obstacles to the implementation of target costing 
in Iran. For the successful implementation of target costing system in Iran, it is necessary that the following issues be 
considered: 
Firstly, as long as the country has a closed and exclusive market, it is not willing to use target costing because it is 
in the competitive conditions that companies use this system for their survival. Secondly, it is difficult to determine 
the target price due to the absence of competitive markets in Iran. Therefore, the government can provide competitive 
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conditions for the production and supply of products by gradual opening of borders. Thirdly, it can minimize the 
influential variables in economic fluctuations through the adoption of appropriate financial and monetary policies so 
that we can plan for the future. Fourthly, multiple skills in the human resources should increase and the modern prime 
cost systems such as activity-based costing be used which itself reduces costs and also leads to a more accurate 
calculation of products’ prime cost.  
Of examples of articles investigating target costing system in companies in Iran, the article examining the factors 
which affect the use of target costing and value engineering in the automotive industry can be referred to which 
suggests that target costing in this industry has a direct relationship with profit management, customer satisfaction and 
the type of relationship between suppliers of materials and equipment. This means that by taking into consideration 
these items, they can be successful in implementing target costing. Nonetheless, the important point is that according 
to the existing data and variables, “the management of manufacturing units in automotive industry is not able to create 
the correct organizational structure to support the implementation of target costing method (Etemadi and Zarei, 
2005).” The results of the study suggest that target costing method is being implemented in Iran Khodro Company 
and that there are effective environmental conditions for the implementation of target costing. Therefore, it is 
necessary that Iran Khodro Company look for and target the global markets. In such a case, it is bound to reduce the 
prime cost in order to supply competitive products with functions and utilities similar to foreign products and at the 
same time with prices competitive with other manufacturers in the market. 
The findings of another article examining obstacles to implementing target costing system in the companies listed 
in Tehran Stock Exchange suggest that none of the elements of target costing is observed in companies listed in Tehran 
Stock Exchange. These elements include: value engineering, activity-based costing, teamwork, customer-orientation 
and determining the competitive price and efficiency. But if these elements are used, they are approved 95% with 
confidence level according to the data and variables in the study. 
7.  Conclusion 
In the competitive conditions prevailing in the business world, companies have to enter a competition in such an 
environment and they should take steps toward strategic cost management and its techniques such as target costing in 
order to survive in such environments. However, the main problem is the limited competitive markets and global trade 
in Iran. In other words, as long as the country has an exclusive market, it is not willing to use target costing and it is 
only in competitive conditions that companies use this system for their survival. As a matter of fact, target costing is 
a process that determines the best price according to the needs of customers, status of competitors and profitability. It 
is also necessary that activity-based costing which has a great role in reducing costs, creating value and increasing 
shareholders’ wealth be used. Moreover, as similar articles suggested, the issue of customer-orientation has not been 
common in Iran and customers have limited choice to make. As previously stated, if companies in Iran focus on 
customer-orientation, motivating staff, teamwork, reducing the prime cost of the product, utilization of the 
opportunities available in the market and most importantly on entering global competition, they will be more 
successful in the implementation of target costing and increase their profitability in the long term. 
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